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1953 FINANCIAL POLICY AND PRCCEDURE IN RURAL CHINA

£§ummary: This reporc gives information, up to March 1953,
on Chinese Communist policy and procedure in handling rural loans,
savings and insurance, and on types of rural credit organlzations.
Most rural loans are said to be of a stopgap nature because of the
limited financial reserves of state banks. The cadres engaged in
financlal sctivity can negotiate loans for peasants in approxi-
mately 2C.,000 villages. Loans, at present granted primarily by
agricultural cooperatives acting as agents for the banks, more
. and more are to be directly segotiated by the state banks. At
- o present, there are approximately 8,000 credit cooperative organi-

zations negotiating loans and writing insurance in rural China;7

I. TREWDS

A. Loans

The current policy of the state bank is to grant loans to all organiza-
tions engaged in the production and circulation of agricultural commodities.
Although loans are geared to the individunlistic peasant economy, the trend
is toward collectivizing the economy by, among other methods, floating loans
to mutual-aid teams and production cooperatives. Generally, a production
loan will be given in cases where agricultural yields require great financial
investments that cannot be met by the individual peasant, where peasants do
not cultivate secondary products that are exchangeable for currency, or where
. flood or drought has caused low Yields. A transport and sale loan will be
L - o granted in cases where the psasants own exchangeable secondaery vroducts and
B are able to make lot purchases, or where they have marketing outlets but no
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Operating capital. A tide~-over loan will be granted in cerses vwhere peasants
must repair buildings, purchase clothing, and feed large families, or wherz

currency on hand cannot meet the expenses caused by death, illness, marriage,
or educational peeds.

B. Savings

The policy of the state bank is to raintain harvest surpluses for winter
reserves o1 _amine relief. State banks will work with agricultural coopera-
tives towarq maintaining substantial monetary reserves and will begin to act
independently in opening savings accounts. In the last 3 years, state banksg
have injtiateq plans called "deposits recorded in simple grain equivalents"
because the beasant feared the devaluation of currency. When national com-

modity prices becam~ nore stable, peasant apprehension was allayed, and plans
called "guaranteed valuation"” were introduced. When prices and currency had
been completely stabilized (July 1952), these plans were abandoned and regular
monetary savings was iatroduced

II. CLASSIFICATION OF RURAL LOANS

After Moy “51, rural loans activity was

given & high priority in
: national financial planning. In 1951

» when production-increase plais called

Tvation projects, seeds, and animal
husbandry. Loans for rural water conservation projects (field irrigation)

. ) ' were used primarily for the development of small-scale projects. Loans for
g .. grair seed were granted primarily to purchasing agencies which vere to dis-
) tribute to the peasants a high grade of seeqd. The purchasing agencies se-
lected "loan regions” 5o that state banks could more effectively grant loans

directly to the needy peasants. Animal husbandry loans were granted for
draft and stud cattle and to promote cattle hygiene. Peasants were urged
to use loan money to buy draft animals. Stug cattle were bought for state-
operated breeding stations vhere peasants may purchase better strains.

Loans are granted in spring and autumn or as "
duction loans are floated for not more than cne yea
2 or 3 months.

constant loans." Pro-
r and tide-dver loans for

A. Production Loans
—r—=blon Loans

Froduction loans are to assist peasents meet the purchase price of farm
tools. However, the primary purpose of thege loans is to urge peasants to
comply with state agricultural plans and to raise production on priority raw
materials needed for China's industries -- cotton, leaf tobacco, and hemp.

Such leans permit peasants to meet state agricultural production demands which
reqguire small-scale irrigation projects.

nd hetter farm tuols
» rather tlian on loans to al-
Lo participate regularly in

At present, emphasis is on the acquisition of more a
for the improvement of production techniquer
leviate financial stress. Peasants are led
mutual-aid teams, in agricultural production cocperatives; and in collectives,
The loan period is from one to 3 years. Secondary emphasis is on rural loans

to peasants unable to buy seed, fertilizer, farm tools, and water lifts, that
is, peasants who have practically no savings.

’ ; . ;

RESTRICTED

e 0t R . . . . 0-1
Sanitized Copy Approved for Release 2011/09/13 : ClI 0809A00070015002



4.‘,

S

anit

)

)

i e ‘
ST .

. -

RESTRICTED

B. Transgort and Sale Lozans

These loans are floated to expand and strengthen the state-operated trad-
ing systenm and the network of supply-and-marketing cocperatives. Secondary
brodwets loans are occasionally granted to small rural traders., A1) such
loans are desig-:d to facilitate the rapid and unimpeded fiow of Secondary
Products to market.

In 1951 ang 1952, wvarious rural regiong conducted Local Products Exchange
and Urban-Rural Commodities Exchanga conferences which gradually led to state
control over the private capitalist ang individual producer economy. State
banks promoted urban-rural commodities exchange and strengthened urban-rural
liaisone Loans were granted on a regular schedule. The loans (1) integrate
state bankg with state-operated trading ang supply-and~marketing cooperatives,
Systemize and regulate the merketing of agricultural products, and support
state production plens; (2) stimulate the flow of secondary products from
private commercial enterprises when granted directly to these production or
transportation enterprises and force them to follow stete regulations on
merket competition; and (3) enhance the exchange of products tetween urban

o

and rural aress by floating loans to wholesale ang retail trading enterprises,

C. Tide-Over Loans
~=——Cr Loans

Although these loans are granted to peasants so that fipancial debts in-
curred as a result of family erises can be met, they must not be considered
relief _oans. There are relief organizations specifically set up to assist
peasants during severe natural crisie.

All loans are designed to stimulate currency circulation in rural areas
and secondary industries in the countryside are given & great impetus toward
reactivation. These loans are effective in that:

1. ‘Vhen higher echelons send down general production plans, each hsien
must wori out the details in tccordance with loecal conditions and return the
plan to the higher echelons for approval ,

2. They solve the everyday fimanciel problems of the peesants. The
loan pericd is comperatively short but needs are promptly met.

3. They are the regular method of establishing financial liaison be-
tween the state-operated economy und the peasants. The state benks must trans-
act these loans dailv on their own initiative and through their own rural
organizations.

All loans comply with th.- orinciple of expediency. In regions where
1nnd reform has already been ‘thoroughly iuplenented ond where harvests have
been good for & number of years, the financial requirements of apricultural
production loans for small ferming tools, seed, and fertilizer can be met by
the =easants themselves, Long-term loans on horse-drawn farm cquipment and
water 1ifts are negotinted directly with the state banks, especiclly if the
equiptent is very expensive. lLoans Tor smell-type farm equipment, irrigation
lifts and drainage ditches, Tertilizer, and seed (which would be classified as
production loans) are designated tide-over leans because these comparatively
advenced rural areas have currency appropriations sufficient to meet spall
needs .

In addition to the transport and saje loan, there .re two rurel loan

categories. One 1is the loan through state bav:g and their subsidieries
which disburse funds for long lonn periods. Zlanning is very detailed and
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the emphasis is np the collective use of funds. The other is the loan for
agricultural production ana peasant family needs. These include the tide-
over loan and loans to city industrial ang cemmercial enterprises and to
handicraft industries,

IXI. NEGOTIATING RURAL 1OANS
At present, loans are grented (1) directly o the peasants and (2) to

¢ : bublic and private agricultural enterprises, cooperatives, and state farms,

A. Peasant Loans
—=ZAr Loans

Since these loans are made directly to the individua) peasant, government
Supervision is close and the procedure for disbursement is cumbersome. The
. ) procedure for negotiating these loans is as Tfollows:

1. Preliminary Study

] Policy deviatiop is circumvented by conducting thorough prel’ “ipary
investigations ang study. Much time and energy is used in explaining “hat
the policy of peasant loans is not ope of social relief, but an integral part
of the new agricultwal production policy. It supports only those peasants
actively engaged in production and solves the financial problems they incur i
during the course of this production, but does not approach the arena of
peasant relief.

When a peasant loan is grented, a point of concentration is selected,
Loan coverage for the entire countryside is currently unfeasible and the point
of concentration is a necessary stopgap because of the limitud financial re-
serve of state banks. Finencial reserves are low and for a long period of
time will be unable to veet agricultural demands, The point can refer to a
village where the harvest has been poor and the need for loans urgent. Pri-
orities are promptly determined and the funds disbursed. For example, if a
certain village considers +hat the repair of irrigation ditches is a top-pri-
ority need, such repair will be the peint of concentration -- more specific
than merely designating the village. In other cases, poor peasants who have
no production funds will be designated points of concentration.

4 detailed plan ard a policy outline are drawn up. All cadres are
subjected to an intensive study of and indoctrination in policy matters.
Account books and calculation charts are made ready. If the loan is to be
given in kind, the grain or the cattle should be thoroughly inspected before
it is transferred to the peasants.

a Disbursement of the lozns must be carried out with the assistance
. : of state cadres. Since banks in the countryside currently have no more than
twn or three loan-cadres per branch or subbranch; it would be very difficult
to disburse funds without the help of the state cadres. Tt is imperative,
hovever, that loan-cadres {rom the bunks comprise the backbone of this ac~
tivity. Currently, the funds are given esither to the peasants directly
(through the lozn-cadres) or to village cudres or cooperative personnel,
RPN . leaving the loan-cadres responsible for investigations and clarification of
L - v terms.,

2. Determination of Borrower |

.l;“ . The following questions must be asked and the ansvers used as o
Y guide in determining the borrowers.
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RESTRICTED

L e U

B Sanitized CioyArved for Release 1/09/13 : CIA-RDP80-00809A000700150020-1




T
v

"

B Sanitized Copy Ap

Sanitized Copy Approved for Release 2011/09/13 :

p

t

T 1 R \ i

CIA-RDP80-00809A000700150020-1 D

RESTRICTED

2. Who shall be granted a loan?

At present, poor and middle peasants in China's agricultural
arezs will be the major recipients of state loans.

b. How shall the vorrower be determined?

Village cadres are now chosen (from among peasants who are pro-
duction activists) and ind ~trinated in loan policy principles. They are then
asked to select, from peasants in their village, torrowers to be presented on
& preliminary 1ist. A peasant conference is then convened (or coordinated
with other leccal conferences in session) and the si-nificance of peasant loans
is explained and the persons eligible, the method or disbursenment, the rate of
interest, and the due date are cnnounced. At the conference, borrowers are
selected from the villagers and a new list is drawn up. If the new list cor-
responds, name for name, with the preliminary list, the eligibles are con-
firmed as the recipients. If the lists do not correspond, the preliminary
list can be discarded or, if the explanations had not been made sufficiently
clear during the conference sessions, another series of explanations is made
and & new list prepared.

Another way of determining the borrower is to chose from eligibles
who have given personal reports before village assemblies. At present, few
areas can follow such & method of determination and must rely entirely on
the investigations conducted by state banks., lack of funds is usually the
complicating factor. For example, in 1949, Lao-chuang Ts'un, Chi Hsien,
some 21,000 yuan were appropriated for peasant loans. There were 80 farms
represented in the village. After their personal reports had been given,
more than 50 peasants submitted requests for loans. However, only 30
peasants could be given loans and those who were refugsed were rightly
chagrined. But even the funds disbursed were inadequate and the borrowers
grumbled constantly. Rural discontent must be avolded. When funds ap-
propriated for loans are actually insuf{icient to meet the demand, when
personal reports become too numerous; that is, when loan applications are
excessive, the personal report method should be avoided.

c. How con mutual-aid ond other teams orient peasant attitudess

Cooperation and collectivization will be improved if priority
for loans is granted those peasants who join agricultural organizations. The
advantnges of state assistance should be pointed out, but rash methods should
not br used to organize peasants. Voluntary action is preferred. State banks
glve priority to those mutual-nid teams which show high production activity.
Individual peasants should be shown the advantages of vrganizing so that their
ettitudes w2y incline toward cooperation ard collectivization.

3. Disbursement

Loans are granted with the state banks as the creditor or with the
cooperative as the negotizating agent and responsible party. %When the bank is
the creditor, a borrower cell is organized and the duty of members is explained
as follows: (1) to assemble promptly for signing loan contracts, (2) to pledge
that loans -iill be used for agricultural production, and (3) to notify fellow
nembers of due date and to zct ot guarantor for members who cannot repay on
the date set.

Unfortunately, state banks currently cannot handle loans in mora
than 200,000 villages. In many regions, cooperatives hove been delegated the
suthority to negotiae louns.
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e There are many vays to disburse funds through cooperatives. Shan-
tung's procedures are exemplary:

a. Transfer Loan

In disbursing the funds for a transfer loan, the state bank
branch or subbranch appropriates the sum and transfers it to the cooperative.
The cooperative negotlates 1" - loans with individual peasants. Since the co-
operative is the negotiating agent it must guarantee the use in production
and the eventual repayment of the money. The branch or subbranch assists the
. cooperative in the calculation of premium and interest rates. The cooperative
s wust pay monthly interest to the bank.

b. Loan With Temporary Agent

This means that the state bank grants the loan directly to the
peasant petitioners. It is negotiated in this way in cases where the co-
operative is newly established and, consequently, inexperienced in financial
matters. The bank regularly informs the cooperative on loan policies, but
retains the promissory note. The cooperative can begin to negotiate loans
after the state bank and the rural state cadres are satlsfied that the pro-
cedure has been learned.

c. Loan to Integrate S'oly and Marketing

|
|
{
}
\
|
t
i

There are tvo ways of granting this loan:

. (1) The loan may be made to the cooperative which uses the money
. N to purchase production equipment or planting waterials for the peasants.

(2) The cooperative may first purchsse the equipment and mate-:
rials and, under the supervision of the bank, lend them to the peasants.

It is still difficust to chose cooperatives to negotiate this
type of loan. Cooperatives are not familiar with banking procedures. Loan
transfers are not really what the state prefers in loan regotiations. As
state bank organizations expand, cooperatives will handle fewer loans and
the banks will more and more assume direct control over the process and the
promissory notes.

4, Investigation

Top-level and basic-level bank organizations will effect investi-

. . gations to ensure that points of concentration are intelligently selected,

‘ : that provaganda concerning the state's policy on rural loans is thoroughly
o disseuninated, and thai regular banking procedures are carefully followed.

5. Redemption

All loans will be collected on due date, but exceptions will be made
in cases of emergency. At present, loans are redeemed in the following ways:

- 8. Redemption activity must be comstant. Monolithic leadership,
scheduled disbursement of funds, and extensive propaganda will facilitate
redemption of loans due.

- b. 1If peasants are unable to meet the due date, loan-cadres from
: branches and -subbranches of the state banks will urge repayment. If the
peasant is found to have currency on hand, repayment will be made immediately.

L - -6 -
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If his monetary reserve ig depleted, & new due date will be set. Occasionelly ke
accommodations may be made to corresvond to the financial condition of the f
borrover. Supply-and-marketing cooperatives will take repayment in kind.

B. LO?Qg to Public ang Private Enterprises, Cooperative Organiz&tions, and
State Farms
ot rarms

Few private entervrises remain in rural China. Hereinafter, the term pri-
vate enterprises will refer to middle and small trading establishments and
hendicrart vorkehops .

1. Detition

A1) petitions must be €rawn up in written form. A production plan
and a finance outline nust be nppended: the plan must revezl the stage of
production; and the outline, tudgetary estimotes. In adaition, the plan must
give the name, trpe, number of workers, and operational procedure of the pe-
titioning o"ganization; the outline must show total capital on hand and in-
vested. 11 agricultural cooperatives will submit a breakdown on the allot-
went of loan money to various tesks znd will append estimates on production
yields. The Tequest for funds will be subritted only after such plans and
outlines have been received ;- the bank.

- ) 1f irrigation is to Ye promoted on a large scale, the water conserv-
oancy orgenizetion must draw Up & project plan, an outline of the stages '
through which work will proceed, a project time schedule, and a finance out-

line showing estimates of laver costs and vage-rates. Small-scale projects

require fewer deteils.

2. Investigetion und ‘udit

Lean-cadres from +he state benks investigate the financial status
of all petitioners. <48 oudit is pade to determine the financial accuracy )
oi the petition and the conzruity betveen the production plan and ob jective
locel conditions. Tt is imgerative that the plan be in accord with the
natllonal policy of cooperaiion and collectivization. The cadres will

i Frouptly report the audit results to the ban. which, iu turn, will make the
. i decision to graut or refiic the loan. The decisios uill be sez down on a
memorandum end in the evest thav +he setition is refused, the memorandum will
be appended to the plan and promptly returned to the vetitioner.

' . 3. Disbursement

. “hen & loan has leen authorized, the ban! will make out 2 notifi-
Y cation and append to 1% a blen loan certificete (for loans to large-scale
o water conservation Projects, o contrect uill be appended for signature).
The petitiouver will be acked to Tul: cut and endorse the loan certificute and
produce a guorantor. The guarentor must affiz his seal to the certificate o
and return it to the bank. Upon recelpt of the certificate (or contract), : ‘
the Tonit will investigate the bickground of the guerantor, and, if everything
is in order, the loan will be granted,

; The loan may be driun upon the bank, Lut the procedure must comply '
- o wit the agreement proposed in the lsan certificate or contract. The money
v may ve disbursed in & lump sum or in srall parments. I the money is to be -
. B transfered to . *hird party, the HMonetary Contiol Law must be complied with.
st . : That is, the borrower will cign with the tan: for the monex’ang the bank will
b transfer tie cosh Lo the peasant petitioner rather than to rve third party
{usually an agricultwral cooperztive). The tanl will hold the vromissory note.

-7 -
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4. Inspection

The banks will delegate inspectors to check on whether or not loan
funds are belng used in compliance with the production plan, finance outline,
and the agreements. proposed in the loan certificate or contract. Inspection
is imperative because most loans currently grented in rural China are in cash.
Production must be enhanced and capital preserved.

When the bank receives the inspection repert, the case under study
is adjudicated on the basis of precedent, and a report is drafted giving the
inspector 's opinions; a copy is sade, and the original sent to a highlevel
bank. Should 1t be decided that the loan funds were misused, the bank may
either discontinue the loan or raise the interest charge.

5. Repaywenv and Renewal

One month before due date, the bank will notify the borrower that

the principal and interest are due. When the borrower has cleared his ac-

count, the bank will so slgnify in writing (across his loan certificate).

If the loan is repayable on a2 schedule basis, then before the last payments,
A the bank will issue payment receipts for each payment and write "schedule
e payment" on the loan certificate. When the principal and the interest have
i . . been cleared, the borrower will turn in his payment receipts and receive his ;
original loan certificate in return, :

o B If the due date has been exceeded, the borrower will be so informed

in writing by the bank, which will also demand payment and affix additional
interest,

If the borrower is unable to meet the due date, he must inform the
. bank in advance, state the Yeason, and request renewal. The additional
: . B interest (or interest fine) will be charged in all cases where renewal re-
- quests have not been submitted.

Upon receipt of the renewal request, the bank will investigate and,
on the basis of the use to which the funds are being put, the source of re-
payment money, the agricultural season, and specific bardship, will decide
to grant or refuse tpe renewal. The borrower and the guarantor will be in-
formed of the decision. k

Loan renewal will be handled in four different ways:

2. Collection of Interes: and Renewal of Principal W

The interest on the loin will be paid in full and another loan o
certificate will be issueq to renev the original principal. o

. F ‘ i b. Renewal of Principal and Interest I
o Should the borrower be unable to meet the A4e date, the ac-
crued interest will be attached to the principal (meking the new principat)
and a new loan certificate issued.

¢. Rerewal in Part

Should the borrower be uneble to meet the due date, 2 fraction
of the total principal and interest will be acceptoble =nd the unpaid balance i

o) ‘ .'-, applied to the new loan certificate. i

- . : . 5 <
. = i i
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d. Renewal of Original Loan Certvificate

: ) If natwral crisis have so devas.tated an area that ell or most of
the loans granted cannot be peid up, the baok will send inepectors. The local
gove-nment will procleim the territory an emergency area and the bank will not

press claims, but will issue new loan certificates.

: With the exception of regional variations, the above-mentioned procedure
1 for granting and renevwing loans are s 88 ¢ ‘arch 1953, operative in China.
The following outline shows the steps:

A. Petition for Loan

1. Fill out loan petition

2.

Append production plan and finance outline (or project plan)

3+ Dispatch investigator and receive report

‘Consider Loan
i ' ‘ 1. Approve loan

2. Refuse loan

Write Loan Certificate (or Sign Contract)
Produce Guarantor

Issue Loan

1. Disburse in lump sum
2. Disburse in swall payments
Supervise Disbursement .

1_. Employ cooperative as agent
2. Disburse directly to pezsants

Inspect Loan Use (Consult Inspection Report)
Notify on Due Date

Redeem Loan (use one of the following)

1. By allotment (use payment receipts)

2. Write "pald" on loan certificate and return duplicate w

3. Write overdue notification when needed
Request Renewal (use one of the following)
1. Collect interest and renew principal
2. Renew principal and interest

3. Renew in part

Renew original Loan Certificate

-9 - i

RESTRICTED

e Sanitized Copy Approved for Release 2011/09/13 : CIA-RDP80-00809A000700150020-1 7



e el - -t
)

.

L L S T AR

9/ : IA-RP8b-9A000700150020-1 -

P
11/0

“Sani for Release 20

"

RESTRICTED

IV. CLASSIFICATION OF RURAL SAVINGS

A. Significence of Rural Savings

Capital reserves in the countryside will spur agricultural production
and tide over needy peasents, Peasants are daily becoming more prosperous.
According to statistics rrom Shansi, the per capita purchasing power of
peasants in the province was U43.69 catties of millet in 1949, 157 catties
in 1950, and 275 catties in 1951. The Hunan Provincial Commerce Office
estimates show the per capita purchasing power of peasants was 168,550 yuan
in 1950, 199,400 yuan for 1951, and 230,000 yuan for 1952. 1In Ch~kiang,
the per capita purchasing power of the peasants was 97 catties of rice in
1949, 150 catties in 1950, and 250 catties in 1951.

On 7 June 1951, the Peiping Jen-min Jih-pao stated editorially; "al-
though peasant prosperity has facilitated the exchange of local products,

at present there are a great number of poor peasants unable to save up grain

surpluses. This means that national savings and insurance operations must
be effected.

"Between March and April 1951, mor
Chahar accumulated more than 4,500,000,
by 80 percent the 2,500,000,000 yuan in
1950. By February 1951, the branch bank in South Szechwan exceeded by 183
percent the total deposits recorded for the first quarter of 1950. The Jen- i
shou Subbranch Bank, South Szechwan announced that 98 percent of 211 pri- :
vate deposits were in the name of peasants. In four Hopeh villages, each :
person held an average of 258 catties of surplus rice.

e than 200 rural currency cells in
000 yvan in deposits, thus exceeding
private, individual deposits for

"If savings operations are not speeded, this surplus money will tend
to accumulate in the hands of these peasants 23d will not be made available
for the nation's cooperstive production programs."

The purpose of rural savings is (1) +to e
make capital available for reproduction by preventing capital from accumu-
lating in the hands of individual peasants (Ly means of savings activity

. - rather than coercion or confiscation), ond (3) to regulate the fiow of cur-
: rency between the city and countryside.

pand reproduction, (2) to

Tha following

statement was made by the president of the South Branch,
People's Bank:

"The development of Chira's agriculture is uneven and, for some time
into the future, will become more uneven. When the peasants harvest a crop,
they hive on hand salable commodities which are additional to what was set
aside for food and taxes. When these commodities are sold, peasants have
exchange value with which to buy industrizl goods. The state must support
trading. But people's currency is accumulated by peasants in proportion %o
the volume of agricultural products sold; and sioce industrial goods are
still scerce there are many consumer products which are unavaileble to the
peasants. Thus, large amounts of rural surplus currency flow to the city
rarkets, bids for industrial goods are numerous, and prices of consumer prod-
ucts rise.

. s "If state banks fail to initiate operations in the countryside during

: S this extended period of agriculture-industry imbalence, the following re-
sults will occur: (L) there will be a money scarcity in trading, agricul-
tural products will not be purchased, and the rural ecouomy will be given
no support and (2) after trading, there will be e rise in the.price of
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Y industrial goods and a failure to supply peasants with some consumer products.
' To prevent this from causing peasant discontent, we must ronsign some of the
peasants' surplus capital to state banks to be held in the form of savings."

B. Types of Savings Accounts

At the First Netiopal Rural Finance Conference it was decided that cadres
would be sent to the countryside to integrate rural loan and insurance organi-
zations, cooperatives, and trading cells with the hsien subbranch banks. De-
spite the fact that natural crisis and uneven production development often in-
volve state banks in huge losses, the banks muct continue to promote savings
activity among the peasants.

At present, there are the Tollowing four types of rural savings accounts:
L. Current Aiccount

Since a Deposit Book is required, this account is commonly called a
Deposit Book Savings Account. The book must be shown upon deposit or with-
‘ draval of money. Interest is calculated on the basis of current deposit
i interest levels in nearby cities and, like the Fixed Account, the lowest rate
i chcsen. Withdrawal is not so easily executed as in the case of the Fixed
Account because wi*hdrawal can be made only on the bank which opened the ac-
K R count. Unlike the Dep .it Voucher of the Fixed Account, the Deposit Book can-
. » not be used hsien-wide. Therefore, it is usually more convenient for the
- | ’ . depositer to bank at th~ branch nearest his dwelling.

2. Fixed Money Account

A Deposit Voucher i< used. This type of account is useful because

(1) withdraval or deposit can be made at any time within the period of one
year alter opening the account, (2) any bank in the hsien can be drawn upon
B . (depositor's name is not required on the voucher), and (3) interest is high
AL and, T days after initial deposit is taken, increases daily. This account is

. convenient for peasants because >f its simplicity. But the banks find it
dffficult to keep records of the initial deposit since deposits and withdraw-
als are being made constently and with any bank.

3. Fixed Term Account

Since the purchase of production equipment and materials is at the
highest levels prior to the planting, and immediately after the harvest
season, and since the peasants have a better understanding of savings oper-
ations, this type of account is becoming more populer. Alsc, it is easier
for the banks to keep records on the initial deposit when payments are
scheduled and the sume bank is visited.

4, Conbination Deposit-Loan Account

This savings method is now being promoted in rural arems for the
first time. If a pecsant vants to purchace new farm tools, he mzkes his
plans 6 months in advance. The price, say approximately 700,000 yuan, is
met by monthly deposits of 20,000 yuan. After 6 monthe, since he is still
10,000 yuar short of the recuired cash, he can petition for a 10,000 -yuan
loan ._nis account has been called a production and livelihood account. Tt
pernits the peasants to purchase tools with their own capital reserves.

The Deposit-Loan Account is operative only after the rural produc-
tion cooperative or the mutual-aid team has signed a deposit-loan agreement
or a three-corner agreement. These two ogreements reauire that matual-eid

oyl -1 - : :

RESTﬁICTED

Sanitized Copy Approved for Release 2011/09/13 : CIA-RDP80-00809A000700150020-1



LI Tt T e - . PO . - ' Tt T .S
.-

Sanitized Copy Approved for Release 2011/09/13 : GIA-RDP80-00809A000700150020-1 ©

"

' STAT

RESTRICTED ; J

N teams or production cooperatives with capital reserves open savings accounts

B with state banks., In time of nead, either the banks will float peasant loans
or the supply and marketing cooperatives will meet pcasant needs. The sign-
ing of a three-corner agreement (1) ensureé thet materials will be available
for »roduction and everyday needs and gradually brings the dispersed small
peasant eco.omy under the control of the state-operated economy; and (2)
strengthens the financiel liaison betweer ‘he peasant, the cooperative, the
mutual-aid team, and the state bank. Since the banks are required to in-
vestigate the production plan and finance outline, they are in a position to
. . know the amount of harvest yields, quantity of .upplies and grain surpluses

: on hand, and the amount of capitel deposited by each of the rural cooperative

] organizations. This improves fipancial control in the countryside.

V. CIASSIFICATION OF RURAL INSURANCE PLANS

A. State Policy

3 : Rurel insurance is designed to assist peasants in preventive, i. e.
antidrought, antiepidemic, and antiflood work and to guarantce harvest yields
and insure cattle. The results have been favoreble since 1949, For example,

) - in the relatively new Central-South Administrative Area, by July 1952,

= 5,140,000 head of draft cattle were insured. In Kiangsi during 1952, ome

- L percent of all insured cattle died, but all owners were indemnified. Since
W spring 1952, 3 percent of insured cattle in Kwangtung died and again all

owners were indemnified.

B. Types of Rural Insurance

o §§' There are currently four kinds of coverage plans in rural insurance.
S These are as follows: ’ ot

1. Cash Crop
" P This plan is being used to insure cotton, tobacce, ramie, hemp, sugar
~ i cane, medicinal herbs, rubber, and other special crops; wheat, paddy rice,
. s soybeans, corn, kaoliang, fruit orchards, and vegeiable gardens.

2. Domestic Animals

This plan covers cattle, horses, mules, donkeys, camels, sheep, and
pigs.

'3. Capital Goods

This plan is being used to insure State farm buildings against fire
and transportation equipment ageinst damage and loss.

. Domestic Fowl, Silkworm, and Fishing Enterprises

Under this type, only domestic animals and cotton crop insurance is
operative. The other types are in the planning stage.

a, Demcstic Animals

This ipsurance 1is necessary because peasant. cennot replace
ferm animals lost or incapacitated by accident. They are vital for produc-
tion. Preventive measures -~ such as expense-.ree immumization injections --

) and improvement of stroins are now regular veterinarian responsibilities in
[EE those reglons where the People's Insurance Agency operates.

-2 - RN
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(1) Requirements

Insurance will be written in those cases where the animals
are properly fed and cared for, are healthy, are not disesse ridden or inJjured
in 2ny way, and are regularly used for draft work in agricultural production.
The coler, height, welght, age, and sex of the animal is recorded with the
Insurance Agency. An insurance company, orgenized from peasents in the vil-
lages, will, after consultation with the loc .l administration chief and the
Peasant Associztion, estimate the worth of the animol, determine the corres-
ponding premium rate, and draw up the insurance policy.

(2) Age

Insurance will be written for cattle from 2 to 15 years of
age, horses from 3 to 18, mules from 2 to 20, and donkeys from 2 to 12,

(3) Insurance Liability

The Insurance Agency must indemnify policyholders whose
~rimals have to be slaughtered legally because of incapacitation resulting
from illness, labor in birth, castration, lightning, fire, leg injury, and

: drowning or any unintentional wishap resulting in Geath. The aguency will not
: . be responsible for ioss of animals who have strayed, or have been stolen, or
' who have been lost during warfare, or through intentional slaughter,

(4} Insurance Premium Rate

Rates vary according to the region. Generally, draft and
treeding cattie are insured at rates of 3-b percent of the valuation set,
. draft herses at 5 percent, draft and breeding donkeys and draft mules at
s , : o k-5 percent, and camels at T percent.

(5) Ternm

This is set at one year, but the owner mey extend or shorten
this period 2ccording to local conditions,

(6) Indemnity Procedure

A report to the local Insurance Agency must be wmade within
2L hours of loss. When the agency has investigated and confirmed the facts
in the report, petition can be made for the indemnity. Indemnity payments
can be reduced by the egency to the amount of what hide, meat, bones, etc.,
are worth on the market.

o B b. Co*“ton Crop - B }
This plen is an important spur to produce according to state s fj

agricultural plans. It was initizted in 1950 tc promote Chinae's cotton pro- )
duction program. QT

(1) Requirements

Insurance will be written for those state farms, ccoperative
farms, privately operated farms, and smaller independent peasant cotton pro-
ducers. All fields of the insured.under cultivation must be inspected by the
local Insurance Agency and registered with the village insurance company. The
yield is estimuted after a democratic discussion and the maximum amount of
coverage granted will be TO percent of this estimate. The insurance policy
will be draun up and signed only after the cotton shoots have appeared.

-1 -
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(2) Liability

The agency must indemnify policy holders whose cotton crops
were ruined by windstorms, floods, drought, spoilation from ~xcessive humidity,
frests, and fire or insect blight. If the crop has been ruined by warfare,
theft, or from having been trampled or eaten by other peasants!’ cattle, or

ions, or failure to take precautionary

the agency will not be responsible or

more stringent than those in animals

vital to China's economy and its connec- ;
ams 1s close.

measures before and after planting,

held-liable. These propositions are
insurancy policies because cotton is
tion with industriml production progr

(3) Premium Rate

At the least, rates are set at 5 percent of the estim:ted
Yleld and must be peid in peopie's currency.

(%) Term

This includes the time fr

cotton harvest; the exact termination date
growth.

om the sprouting of the shoots to
depends on the rate of cotton

- : (5) Indemnity Procedure

The policyholder must inform the Insurance A
the village insurance company. When the agency has investigated and confirmed
the aceuracy of the claim (which is then sent to and reviewed by the Committee

for the Promotion of Cotton Insurance), the petition can be filed for indem-

. - nity. Indemnity is figured on +the besis of labor, fertilizer, and equipment
- : - costs.

gency through

(a) Yield Estimates »=* Premium Determinations

If the estimate of the antici
the nation will lose money; if' it 1s too low,
insured. Thevefore the procedure for yield es
tions is more flexible than the one used in de
harvest tax. In the latter,
in the charge thereafter, and

pated harvest is too high,
the peasants will not be Justly
timates and premium determipa-
termining the regular State

the tax charge is Tixed, there are no adjustments
the tax is collected despite the volume of yield.

Estimates for cotton insurance charges, however, take w
into account the soil conditions, type of cotton planted, and the wmethods of I
culiivation. The premium rate is determined by extrapolation of average yield
totals of the preceding 3-5 years. If estimates were to be made in the manner ‘ 4
of the state harvest taxation procedure, peasants who used better cultivetion .
methods would not take out such insurapne. Those who used poorer methods , ‘

would be losing the Insurance Agency's money. Thus, it is imperative that
estimates and determinations be flexible.

The entire insurance operation is designed to improve
mutual aid emong the peasants. Insurance cadres will be held responsible for
eliciting cooperation in labor and a greater centralizetion of the rural cells,

' A reestimate of the yield anticipated will be made when i
the shoots ‘tirst appear. In the event that all seed do not come up, the

original estimate must be adjusted downward. The cotton insurance policy may g
then be drawn up and signed.
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f(b) Precautions
The responsibility for flood and drought control opera-
tions lies with the agricultural organizations. The Insurance Agency func-
ticns solely as coordinator.
(c) Insurance on Quantity of Yield
The quantity, nct the quality, of the cotton yield will
be the sole basis for insurance. Poor cultivation methods and adverse crop
conditions reduce boli quality, but total yield quantity is not affected.
Although insurance polictes which take qualitative changes of the boll into
account are being considered, they are not yet being written,
(@) Method and Significance of Incentive Awards
L) To integrate cotton farmers, who become mcdel producers

and activists, with the nation's Patriotic Production Increase Movement, and to
spur them on to new production records, the Insurance Agency has devised the

. : following incentives: (1) each cotton farmer whose yield is 60 percent
above the average Yield recorded in his village and (2) each farmer whose
yleld is 60 percent above the next highest yield will, in either case, re-
ceive a reduction of €0 percent in his amnnval insurance premium.

V1. CLASSIFICATION OF RURAL CREDIT COOPERATIVES

A. Loans From Independent Farmers

fortunate preferred not to go 50 because they feared that the loan would
never be repaid and that they would be exposed as rich peasants, Ruwrel
credit cooperatives were quickly expanded to alleviate the situation.

- B B. Development of Rural Credit Cooperatives

The cooperatives are similar to those established in 1942 in the Shensi-
Kansu-Ningsia Border Region. By March 1953, the number of credit cooperative
organizations reached a total of 8,000-0dd units. oOf these, 1,776 are credit
cooperatives, 5,239 are credit mutusl-aid teams, and 1,126 are credit supply-
and-marketing cooperatives.

In 1950, Shansi had 232 credit cooperative organizations: 20 were credit
cooperatives, 96 were credit bureaus, 111 were credit supply-and-marketing
cooperatives, and 5 were credit cells. The 20 credit cooperatives employed
15,108 persous, had a total investment (in rice) of 570,000 catties,

e 126,690,000 yuan (in cash) on hand, 109 million yuen in deposits, 1,220,000
“ catties in commodity deposits, 235 million yuan in outstanding loans, and
1,790,000 catties in outstanding commodity loans.

By November 1951, the number of credit cooperatives had increased to 22,
credit buresus and ecredit supply-tnd-marketing cooperatives to 571, and credit
cells to 1hk; in all, 987 credit cooperative organizations. These covered 8
. percent of &)1 administrative villages in Shansi. By the end of May 1952,
o - there were 629 credit cooperatives in the province and 177 credit cells.

Between July 1951 and June 1952, 530 credit cooperatives and 2,000-0dd
credit cells were established in the Central-South Administrative Area.

: - 15 -
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C.

Function of Rural Credit Cooperative Organizations

In 1951, the Hu-kuan Pai -ch'ih and the Huang-shan Credit Cooperatives of
Shanci supported peasant purcheses of 428 draft animals, 178 sheep, 200,000
catiies of fertilizer, und 2,000-0dd pleces of farming =quipment. The Huang-
shan Cooperative floated loans to help 342 sick peasants and to tide over
another 15 who had incurred debts because of marriage or death in the family,

D. Types of Rural Credit Cooperative Organizations

The three major types of rural credit cooperative organizations are:

1. Credit Mutual-Aid Cell

The credit cell is really the most common form. There are usually
one, or not more than two or three, in an administrative village. They are

established under a mutual-aid charter and directed by a cell chief and his
deputy. The charter stipulates that:

a. Mutual-aid cell members will be assiduous in production, frugal

in living habits, and helpful in supervising fellow members (as fellow wembers
supervise them).

\
i
T
)

b. Members will elect a chief and his deputy who will be responsive
to the decisions of the cell conference.

c. The chief and his depuly will have charge of cell funds and keep
the accounts.

: ~" d. Accounts will be open to scrutiny by all.

e. Loan and savings programs will be directed toward serving rom-
bers, although non-cell peasants will be peruitted to make savings deposits.

f. The cell will be strict with loans (there will be no payments in
arrers or repudiation of debts incurred, surplus capital or grain will be
divided equally, 2nd deficits will be borne equally by members.

. Cell members may request loans at assembly sessions and approval
or refusal will be declded promptly by vote.

h. All loans and deposits will be :=-orded on certificates and in
deposit books.

i. Interest rates will be set by the subbranch of the People's
Bank.

J. Monthly meetings will be held to inspect zccounts. Should any
cell member act contrary to the terms of the charter, he will be publicly
criticized or, in serious cases, expelled.

2. Credit Bureau

The bureau is established as en auxiliary to whe.supply-and-wmarket-
ing cooperative. Funds are contro]lgd by the cooperative. The bureau assists
“the parent organization in the transsction of loans and the handling of sav-
ings accounts.

~ T .16 - ’ .
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3. Qrg@it Cooperative
The credit cooperative operates as a support organization for the
state bank. It covers an administrative villege and its immediate environs.
The credit cooperative must: :

&. Follow and comply with all directives from the state bank in the
course of:

(1) Collecting mewbers’ cash or grain for savings deposits.

(2) Lending cash or grain to mewbers for production or tide-

over needs.

(3) lending cash or graln, with state bank approval, to non-
tembers .

{4) Acting as general financial egent for the state bank.

b. Integrate operations with the state bank and the state-operated
. trading organizations,

¢. Accept petitions for enrollment in the cooperative. All males
. - and females 16 years of 8ge may apply for wembership. Enrollment fees and
R . o initial investwents must be collected from each new candidate. In event of
k.- ) & member's withdrawing from the cooperative, his investments but not his
: . enrollment fee will be refunded.

~END -
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